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The business world today is getting more competitive and many companies are looking for ways to survive in 
the market competition especially Small Medium Enterprises (SMEs). This research was aimed at investigating how 
SMEs remain competitive in the Malaysian context. The main focus was to determine what type of business strategies 
were important to SMEs in the Northern states of Malaysia. The sample of the research comprised of SMEs in the 
Northern states of Malaysia which covered Perlis, Kedah and Penang. The population of the samples was derived from 
the directory of SMEs from the website. A purposive sampling was used and a cross sectional study was conducted where 
data was collected over a period of weeks through mail questionnaire and individual administrated questionnaires. The 
result of the research suggested that most business strategies were important to SMEs. Further to this, it also indicated 
that most SMEs used a hybrid or combination of Porter’s generic strategies with less than half concentrating only on one 
type of the strategy (focus, differentiation and cost leadership). The findings suggested that to remain competitive in 
business, SMEs will use a combination of business strategies. Hence there is a strong indication that Porter Generic 
Strategies are still applicable to the practice of SMEs in the Northern region of Malaysia. 
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1. INTRODUCTION 
According to Normah (2006), the Chief Statistician from Department of Statistics Malaysia, SMEs has been the 
backbone of the Malaysian economic growth in driving industrial development. This is due to their sheer numbers, 
size and nature of operations, in promoting endogenous sources of growth and strengthening the infrastructure 
for accelerated economic expansion and development in Malaysia.  
For such reasons, the success of SMEs is very important to ensure the consistent growth of the country’s 
economy. The main focus of this study was to examine the business strategies which the SME usually used in 
their business and whether Porter Generic Strategies do apply to these SMEs in Malaysia. The study is initiated 
due to the reason management in Malaysian and Asian companies need to know the importance of business 
strategy in order to strengthen their competitiveness and performance.  
Increased competition in the global market makes topics of business strategy and corporate strategy   more 
interesting in business management literature. Some researches attempt to answer the question of “why” some 
firms are better performers than others (Porter, 1991).  In fact, many researchers tried to show   significant 
relationships between strategies and performance of the firms. On the other hand, other   studies tried to 
determine how a company which has competencies in many functional areas, would be better able to remain 
competitive in the market (Porter, 1990). To be a strong competitor, the internal competencies are strongly 
believed to be the most important factor of the firm. 
Indeed, business functional strategies are important to the competitive advantage of the firm performance.   Many 





economy period. According to Porter (1980, 1985),   Spanos and Lioukas (2001), Thompson and Strickland 
(2003) and Slater and Olsen (2000), business strategies are playing an increasingly important role for a business 
unit of a firm. 
Cost leadership, focus, differentiation are the three main types of business strategy (Teece et al, 1997; Miller and 
Dess, 1993; Mauri and Michaels, 1998; McGahan and Porter, 1997; Spanos and Lioukas, 2001). During good 
economy period. These three types of strategies are mainly undertaken among most of Malaysian and Asian 
companies.  
 Cost leadership, focus and differentiation strategies are also known as Porter’s Generic Strategies. According to 
Porter (1985), these three business strategies can provide competitive advantage of a firm. He explained that, 
for example differentiation strategy shows a company or business unit has ability to provide its buyer with 
excellent value with creating uniquely desirable of product quality, special features or other services. Moreover, 
Porter (1985) highlighted that differentiation strategy shows the product or service produced by a company or 
business unit is perceived as unique in the same industry. 
Cost leadership strategy is focused on reduce cost and cost structure. This lead to gaining competitive advantage 
in   the industry (Richard et al., 2008). Organization should have a mind -set that with lower cost leadership; 
manufacturing should have well supply chain management, and manpower to commit to the cost leadership 
strategy (Richard et al., 2008). If outsource activities can gain cost advantage, organization should discontinue 
activities that do not have cost advantage. There are many ways to implement cost leadership strategy, such as 
mass production and distribution, etc.  
To implement differentiation strategy, companies should put their efforts to create a distinctive product or 
service; this is to differentiate them apart from the competitors. This strategy allows companies to grasp market 
share to charge a higher price. When using the differentiation strategy, companies which provide distinctive or 
greater value to customer will be more effective, such as quality of product, features of product, or after sales 
services. Organizations can also charge a premium price for their product based on product features, distribution 
system, and service quality (Richard et al., 2008). 
For the focus strategy, companies are targeting a particular, specific segment or niche of the market. Companies 
can focus on a selected target customer, product items, and segmentation of market, geographic areas, or a 
specific service. Focus strategy also include focus on the market that competitors are not aware. The focus 
strategy also target in narrow or niche market and can be more effective than competitors. Some organization 
may combine focus strategy with low cost strategy or differentiation strategy. 
Another strategy is the combination strategy, which is focused and differentiation strategy. The focus-
differentiation strategy is the strategy where firms create a distinctive product to target a particular market or 
niche market.  
Research by Baroto et al. (2012) provided evidence that both cost leadership and differentiation strategy or what 
he termed as Hybrid Strategy has been implemented by companies throughout the world.  However, Porter 
(1996) argued that for a firm to earn superior profits and outperform its competitors, it must make a clear choice 
between cost leadership or a differentiation strategy in order to avoid “the inherent contradictions” of different 
strategies. Porter (1985) argued that many companies have done very well using a single strategy (cost leadership 
or differentiation).For example Wal Mart and Air Asia. 
 
2. METHODOLOGY 
The primary goals of this study were to examine on what business strategies SMEs in the northern states of 
Malaysia used and whether a hybrid or single competitive generic strategies are more favored. The sample of the 
research comprised of SMEs in the Northern Region of Malaysia which covered the states of Perlis, Kedah and 





is accessible through the website. A purposive sampling was chosen as the sampling design for the study. As this 
was a cross sectional study, the data was collected over a period of three months. The data came from two 
sources: mail questionnaire and self administrated questionnaire. For mail questionnaire,   two hundred and fifty 
questionnaires were mailed to the respective SMEs with the help of a research assistant.  
As for individual administrated questionnaire, one hundred questionnaires was distributed through self- 
administered method with the help of research assistants.  A Statistical Package for the Social Sciences (SPSS) 
version 19.0 was used to analyze the data collected. In terms of data processing, five statistical techniques were 
used for different purposes. These included descriptive statistics, mean, median, standard deviation. For inferential 
statistics, crosstab results were obtained and chi square results were conducted. The respondents’ demographic 
variables were analyzed using descriptive statistics such as frequencies and percentages. While other items were 
measured based on the five point Likert and ordinal scale.  
 
3. FINDINGS 
A total of 350 questionnaires was mailed to SMEs in the Northern states (Perlis, Kedah and Penang). Out of the 
118 returned questionnaires, 10 questionnaires were discarded due to incomplete data. Hence, 108 
questionnaires were used in the statistical analysis representing a response rate of 36%. From, the 108 companies 
which responded, 56 (51.5%) companies were from Kedah, 43 (40%) companies were from Perlis and only 9 
(9.5%) from the state of  Penang. In terms of industry, 73 (68 %) companies were from  retail  and manufacturing  
industries and 35 (32%) in .hotel  and  education industry . Most of the companies which responded have one 
owner (42%), two owners (36.1%), three owners (14.8%), while 6 (7.4%) companies have four and more owners 
.The highest percentages were recorded for companies with 10-50 staff (58%), 51-100  staff (31%), 101-150 staff 
(5.6%) and above 151 staff (4.1%) respectively. In terms of start-up capital 34 companies (32%) have a start-up 
capital of less than RM50,000, 28 companies (26%) have a start-up capital of RM 50,001-RM100,000, while 26 
companies (27%) have a start-up capital of  RM 101,000 – RM500,000 There were only 17 companies(16%) with 
start-up capital of more than RM500,000. Most companies which responded were established companies with 4-
6 years of establishment (24%), 10-12 years (17.5%), 1-3 years (16. %), 16-18 years (10%) and more than 21 years 
(9.3%) respectively. Most respondents who were interviewed were    
1) Managing Director (26%), 2) CEO (16.3%), 3) Sole Proprietor (16.3%), 4) Manager (16.3%) and 5) Senior 
Manager (8.7%). 
 
Table 1 below  shows the descriptive statistics of respondents, company’s year of establishment , respondent’s 















Table 1: Descriptive statistics of respondents 
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Table 2: Descriptive statistics of years of establishment 


































































Table 3: Descriptive statistics of respondents’ position 

























Total 108 100.0 
 
Table 4: Type of business strategy most frequently used 




Valid     (1)  cost leadership 
              (2)  differentiation 
              (3)  focus 
                combination (1 and 2) 
                combination (1 and 3) 
                combination (2 and 3) 
 combination (1,2 and 3) 
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A good business strategy or corporate strategy can help a company or business unit to create and sustain 
competitive advantage due to the increasing of regional and global competition. 
This study proved that business strategies were undertaken by SMEs firms to provide competitive advantage over 
their rival firms. As we know, business strategies consist of  differentiation, focus and low cost which are also 
known as Porter Generic Strategy,  According to Porter (1985) , these strategies  create and improve substantial 
competitive advantages over a longer period of time within the same market or industry. 
 Differentiation strategy for example can be further classified as innovation differentiation, product differentiation 
and marketing differentiation.  Results of this study showed that among the three generic strategies, 
differentiation strategies were the most and mainly used strategy by SMEs firms to compete with their rival firms.  
Differentiation will help a company or business unit to move towards maintaining sustainable competitive 
advantages in the long term of economy period. The finding is in accordance to previous findings by Wong and 
Kwan (2001) and Jumaat (2009) where most   differentiation strategies were used by services and manufacturing 
companies in Hong Kong and Malaysia. 
Besides   differentiation strategies most SMEs used a focus strategy or combination of strategies such as 
differentiation –focus or cost – focus strategies in order to survive the competition in their industries. Business 
differentiation strategies which focused on certain segment of the customer’s market are becoming another trend 





successful SMEs, the quality of products provided plays an important factor besides concentration of a niche 
market. The result is in accordance to Rosli (2012) who found that SMEs mixed their strategies into cost 
minimization, product differentiation and market niche at the same time in order to compete in the market place  
This finding suggests that most Malaysian SMEs are starting to adopt more hybrid and not typical Porter single 
strategy with more success. In other words, many Malaysian SMEs companies are starting to implement Porter’s 
Generic way of competitive strategies. 
 
5. CONCLUSION 
In conclusion, no matter during good economy period or crisis economy period, every company has its own 
strategies to survive during the period of time. Business strategy plays a vital role to enhance the performance 
of company and obtain competitive advantages to continue survival and compete effectively. However, caution 
must be made that cost leadership, differentiation and market niche alone are inadequate for SMEs to stay 
competitive although there are very useful (Corbett and Wassenhove, 1993; Drucker, 1973; Ettlie, 1997; Porter, 
1980). 
The limitation of this study was the sample selected may not be used to generalize all SMEs in Malaysia as it 
covered only the States of Kedah, Perlis and Penang. Furthermore, only 9% of the respondent in this study came 
from the state of Penang. The limited number of companies from Penang which participated in this study may be 
a concern on the representativeness of the sample. Future research in this study should include wider zones 
across all states in Malaysia. Larger sample size will increase the validity and reliability of these findings. Another 
point in case is, future research should classify the samples of study into various stages of industry in order to 
have a better in-depth idea of how cycle of industry can influence different usage of business strategies. 
 
REFERENCES      
 A. A Thompson and A. J Strickland. Strategic Management. Concepts and Case,11th ed. McGraw- Hill. New York. 
2003. 
A.M. McGahan and M.E. Porter , “ How much does industry matter really?” Strategic Management Journal, vol. 
18. Summer ,pp 15-30 ( special issue)  1997. 
A.J. Mauri  and M. P. Porter ,”Firms and Industry Effects within Strategic Management; An empirical examination.” 
Strategic Management Journal, vol.19, pp  211-19,1998. 
 
C. Corbett and L.V. Wassenhove , Trade offs? What trade offs? California Management Review, pp 107- 22. 1993. 
D. P Teece, G, Pisanao and  A, Shuen. “ Dynamic capabilities and Strategic Management,” Strategic Management 
Journal, vol. 18, no.7, pp 509-33. 1997. 
E. Ettlie. Integrated design and new product success.  Journal of operations Management, vol 15. no.1, pp 33-55. 
1997. 
K.A, Miller and  G. G Dess . “ Assessing Porter’s Model in term of its generalizability, accuracy and simplicity.” 
Journal of Management Studies. vol. 30. no.4 , pp 553-85. 
K. F. Wong and  C. Kwan , An analysis of the competitive strategies of hotels and travel agents in Hong Kong 
and Singapore. International Journal of Contemporary Hospitality Management, vol.13 (8). 
M. Abdul Jumaat and M. Y Jasmani. The empirical study of business strategy of manufacturing firms in Malaysia. 
International Journal of Management Studies, vol.4 (3) December 2009. 
M. B.Baroto,  A. M. Madi and H.L. Wan . Hybrid Strategy: A new strategy for competitive advantage. International 
Journal of Business and Management. Vol. 7 (20), 2012. 
M.E. Porter . Competitive Strategies. Techniques for Analyzing Industries and Competitors, The Free Press. New 
York, 1980. 






M. E. Porter. The competitive advantage of nations. New York. Free Press.1990. 
M.M. Rosli. Competitive strategy of Malaysian Small and Medium Enterprises: An Exploratoray Investigation. 
American International Journal of Contemporary Research,vol.2. no.1.January 2012.  
P. Drucker . Management: Tasks, Responsibilities  and Practices. New York. Harper and Rowe Publications, 1973. 
 P.J. Richard, T. M. Denney  and G. Johnson. “ Measuring organizational performance: Towards methodological 
best practice. Journal of Management, vol 35. no. 3, pp 718- 804. 
S. A. Normah . Department of Statistics, Malaysia. 2006. 
S.F. Slater and E. M Olsen .” Strategy Type and Performance- The influence of sales force management” .Strategic 
Management Journal, vol.21, pp 813-29. 2000. 
Y. E. Spanos and S. Lioukas. “ An examination into the causal logic  of rent generation. Contrasting  Porter’s 
competitive strategy  framework and  resource –based perspective ,”Strategic Management Journal ,vol. 
22. no 10. pp 907-34. 2001. 
  
